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divorces before the full taxable conver-
sion amount has been included in gross
income, the remainder of the taxable
conversion amount must be included in
the Roth IRA owner’s gross income
over the remaining years in the 4-year
period (unless accelerated because of
distribution or death).

Q-12. Can an individual convert a tra-
ditional IRA to a Roth IRA if he or she
is receiving substantially equal peri-
odic payments within the meaning of
section 72(t)(2)(A)(iv) from that tradi-
tional IRA?

A-12. Yes. Not only is the conversion
amount itself not subject to the early
distribution tax under section 72(t), but
the conversion amount is also not
treated as a distribution for purposes
of determining whether a modification
within the meaning of section
72(t)(4)(A) has occurred. Distributions
from the Roth IRA that are part of the
original series of substantially equal
periodic payments will be nonqualified
distributions from the Roth IRA until
they meet the requirements for being a
qualified distribution, described in
§1.408A-6 A-1(b). The additional 10-per-
cent tax under section 72(t) will not
apply to the extent that these non-
qualified distributions are part of a se-
ries of substantially equal periodic
payments. Nevertheless, to the extent
that such distributions are allocable to
a 1998 conversion contribution with re-
spect to which the 4-year spread for the
resultant income inclusion applies (see
A-8 of this section) and are received
during 1998, 1999, or 2000, the special ac-
celeration rules of §1.408A-6 A-6 apply.
However, if the original series of sub-
stantially equal periodic payments
does not continue to be distributed in
substantially equal periodic payments
from the Roth IRA after the conver-
sion, the series of payments will have
been modified and, if this modification
occurs within 5 years of the first pay-
ment or prior to the individual becom-
ing disabled or attaining age 59%%, the
taxpayer will be subject to the recap-
ture tax of section 7T2(t)(4)(A).

Q-13. Can a 1997 distribution from a
traditional IRA be converted to a Roth
IRA in 1998?

A-13. No. An amount distributed
from a traditional TRA in 1997 that is
contributed to a Roth IRA in 1998
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would not be a conversion contribu-
tion. See A-3 of this section regarding
the remedy for a failed conversion.

[T.D. 8816, 64 FR 5603, Feb. 4, 1999]

§1.408A-5 Recharacterized
tions.

contribu-

This section sets forth the following
questions and answers that provide
rules regarding recharacterizing IRA
contributions:

Q-1. Can an IRA owner recharacterize
certain contributions (i.e., treat a con-
tribution made to one type of IRA as
made to a different type of IRA) for a
taxable year?

A-1. (a) Yes. In accordance with sec-
tion 408A(d)(6), except as otherwise pro-
vided in this section, if an individual
makes a contribution to an IRA (the
FIRST IRA) for a taxable year and
then transfers the contribution (or a
portion of the contribution) in a trust-
ee-to-trustee transfer from the trustee
of the FIRST IRA to the trustee of an-
other IRA (the SECOND IRA), the indi-
vidual can elect to treat the contribu-
tion as having been made to the SEC-
OND IRA, instead of to the FIRST IRA,
for Federal tax purposes. A transfer be-
tween the FIRST IRA and the SECOND
IRA will not fail to be a trustee-to-
trustee transfer merely because both
IRAs are maintained by the same
trustee. For purposes of section
408A(d)(6), redesignating the FIRST
IRA as the SECOND IRA will be treat-
ed as a transfer of the entire account
balance from the FIRST IRA to the
SECOND IRA.

(b) This recharacterization election
can be made only if the trustee-to-
trustee transfer from the FIRST IRA
to the SECOND IRA is made on or be-
fore the due date (including extensions)
for filing the individual’s Federal in-
come tax return for the taxable year
for which the contribution was made to
the FIRST IRA. For purposes of this
section, a conversion that is accom-
plished through a rollover of a distribu-
tion from a traditional IRA in a tax-
able year that, 60 days after the dis-
tribution (as described in section
408(d)(3)(A)(i)), is contributed to a Roth
IRA in the next taxable year is treated
as a contribution for the earlier tax-
able year.
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Q-2. What is the proper treatment of
the net income attributable to the
amount of a contribution that is being
recharacterized?

A-2. (a) The net income attributable
to the amount of a contribution that is
being recharacterized must be trans-
ferred to the SECOND IRA along with
the contribution.

(b) If the amount of the contribution
being recharacterized was contributed
to a separate IRA and no distributions
or additional contributions have been
made from or to that IRA at any time,
then the contribution is recharacter-
ized by the trustee of the FIRST IRA
transferring the entire account balance
of the FIRST IRA to the trustee of the
SECOND IRA. In this case, the net in-
come (or loss) attributable to the con-
tribution being recharacterized is the
difference between the amount of the
original contribution and the amount
transferred.

(c) If paragraph (b) of this A-2 does
not apply, then the net income attrib-
utable to the amount of a contribution
is calculated in the manner prescribed
by §1.408-4(c)(2)(ii) (disregarding the

parenthetical clause in §1.408-
4(c)(2)(iii)).
Q-3. What is the effect of re-

characterizing a contribution made to
the FIRST IRA as a contribution made
to the SECOND IRA?

A-3. The contribution that is being
recharacterized as a contribution to
the SECOND IRA is treated as having
been originally contributed to the SEC-
OND IRA on the same date and (in the
case of a regular contribution) for the
same taxable year that the contribu-
tion was made to the FIRST IRA.
Thus, for example, no deduction would
be allowed for a contribution to the
FIRST IRA, and any net income trans-
ferred with the recharacterized con-
tribution is treated as earned in the
SECOND IRA, and not the FIRST IRA.

Q4. Can an amount contributed to
an IRA in a tax-free transfer be re-
characterized under A-1 of this sec-
tion?

A-4. No. If an amount is contributed
to the FIRST IRA in a tax-free trans-
fer, the amount cannot be recharacter-
ized as a contribution to the SECOND
IRA under A-1 of this section. However,
if an amount is erroneously rolled over
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or transferred from a traditional IRA
to a SIMPLE IRA, the contribution can
subsequently be recharacterized as a
contribution to another traditional
IRA.

Q-5. Can an amount contributed by
an employer under a SIMPLE IRA Plan
or a SEP be recharacterized under A-1
of this section?

A-5. No. Employer contributions (in-
cluding elective deferrals) under a SIM-
PLE IRA Plan or a SEP cannot be re-
characterized as contributions to an-
other IRA under A-1 of this section.
However, an amount converted from a
SEP IRA or SIMPLE IRA to a Roth
IRA may be recharacterized under A-1
of this section as a contribution to a
SEP IRA or SIMPLE IRA, including
the original SEP IRA or SIMPLE IRA.

Q-6. How does a taxpayer make the
election to recharacterize a contribu-
tion to an IRA for a taxable year?

A-6. (a) An individual makes the
election described in this section by
notifying, on or before the date of the
transfer, both the trustee of the FIRST
IRA and the trustee of the SECOND
IRA, that the individual has elected to
treat the contribution as having been
made to the SECOND IRA, instead of
the FIRST IRA, for Federal tax pur-
poses. The notification of the election
must include the following informa-
tion: the type and amount of the con-
tribution to the FIRST IRA that is to
be recharacterized; the date on which
the contribution was made to the
FIRST IRA and the year for which it
was made; a direction to the trustee of
the FIRST IRA to transfer, in a trust-
ee-to-trustee transfer, the amount of
the contribution and net income allo-
cable to the contribution to the trustee
of the SECOND IRA; and the name of
the trustee of the FIRST IRA and the
trustee of the SECOND IRA and any
additional information needed to make
the transfer.

(b) The election and the trustee-to-
trustee transfer must occur on or be-
fore the due date (including extensions)
for filing the individual’s Federal in-
come tax return for the taxable year
for which the recharacterized contribu-
tion was made to the FIRST IRA, and
the election cannot be revoked after
the transfer. An individual who makes
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this election must report the re-
characterization, and must treat the
contribution as having been made to
the SECOND IRA, instead of the
FIRST IRA, on the individual’s Federal
income tax return for the taxable year
described in the preceding sentence in
accordance with the applicable Federal
tax forms and instructions.

(c) The election to recharacterize a
contribution described in this A-6 may
be made on behalf of a deceased IRA
owner by his or her executor, adminis-
trator, or other person responsible for
filing the final Federal income tax re-
turn of the decedent under section
6012(b)(1).

Q-7. If an amount is initially contrib-
uted to an IRA for a taxable year, then
is moved (with net income attributable
to the contribution) in a tax-free trans-
fer to another IRA (the FIRST IRA for
purposes of A-1 of this section), can the
tax-free transfer be disregarded, so
that the initial contribution that is
transferred from the FIRST IRA to the
SECOND IRA 1is treated as a re-
characterization of that initial con-
tribution?

A-T7. Yes. In applying section
408A(d)(6), tax-free transfers between
IRAs are disregarded. Thus, if a con-
tribution to an IRA for a year is fol-
lowed by one or more tax-free transfers
between IRAs prior to the recharacter-
ization, then for purposes of section
408A(d)(6), the contribution is treated
as if it remained in the initial IRA.
Consequently, an individual may elect
to recharacterize an initial contribu-
tion made to the initial IRA that was
involved in a series of tax-free trans-
fers by making a trustee-to-trustee
transfer from the last IRA in the series
to the SECOND IRA. In this case the
contribution to the SECOND IRA is
treated as made on the same date (and
for the same taxable year) as the date
the contribution being recharacterized
was made to the initial IRA.

Q-8. If a contribution is recharacter-
ized, is the recharacterization treated
as a rollover for purposes of the one-
rollover-per-year limitation of section
408(d)(3)(B)?

A-8. No, recharacterizing a contribu-
tion under A-1 of this section is never
treated as a rollover for purposes of the
one-rollover-per-year limitation of sec-
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tion 408(d)(3)(B), even if the contribu-
tion would have been treated as a roll-
over contribution by the SECOND IRA
if it had been made directly to the
SECOND IRA, rather than as a result
of a recharacterization of a contribu-
tion to the FIRST IRA.

Q9. If an IRA owner converts an
amount from a traditional IRA to a
Roth IRA and then transfers that
amount back to a traditional IRA in a
recharacterization, may the IRA owner
subsequently reconvert that amount
from the traditional IRA to a Roth
IRA?

A-9. (a)(1) Except as otherwise pro-
vided in paragraph (b) of this A-9, an
IRA owner who converts an amount
from a traditional IRA to a Roth IRA
during any taxable year and then
transfers that amount back to a tradi-
tional IRA by means of a recharacter-
ization may not reconvert that amount
from the traditional IRA to a Roth IRA
before the beginning of the taxable
year following the taxable year in
which the amount was converted to a
Roth IRA or, if later, the end of the 30-
day period beginning on the day on
which the IRA owner transfers the
amount from the Roth IRA back to a
traditional IRA by means of a re-
characterization (regardless of whether
the recharacterization occurs during
the taxable year in which the amount
was converted to a Roth IRA or the fol-
lowing taxable year). Thus, any at-
tempted reconversion of an amount
prior to the time permitted under this
paragraph (a)(1) is a failed conversion
of that amount. However, see §1.408A—4
A-3 for a remedy available to an indi-
vidual who makes a failed conversion.

(2) For purposes of paragraph (a)(1) of
this A-9, a failed conversion of an
amount resulting from a failure to sat-
isfy the requirements of §1.408A-4 A-
1(a) is treated as a conversion in deter-
mining whether an IRA owner has pre-
viously converted that amount.

(b)(1) An TRA owner who converts an
amount from a traditional IRA to a
Roth IRA during taxable year 1998 and
then transfers that amount back to a
traditional IRA by means of a re-
characterization may reconvert that
amount once (but no more than once)
on or after November 1, 1998 and on or
before December 31, 1998; the IRA
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owner may also reconvert that amount
once (but no more than once) during
1999. The rule set forth in the preceding
sentence applies without regard to
whether the IRA owner’s initial con-
version or recharacterization of the
amount occurred before, on, or after
November 1, 1998. An IRA owner who
converts an amount from a traditional
IRA to a Roth IRA during taxable year
1999 that has not been converted pre-
viously and then transfers that amount
back to a traditional IRA by means of
a recharacterization may reconvert
that amount once (but no more than
once) on or before December 31, 1999.
For purposes of this paragraph (b)(1), a
failed conversion of an amount result-
ing from a failure to satisfy the re-
quirements of §1.408A-4 A-1(a) is not
treated as a conversion in determining
whether an IRA owner has previously
converted that amount.

(2) A reconversion by an IRA owner
during 1998 or 1999 for which the IRA
owner is not eligible under paragraph
(b)(1) of this A-9 will be deemed an ex-
cess reconversion (rather than a failed
conversion) and will not change the
IRA owner’s taxable conversion
amount. Instead, the excess reconver-
sion and the last preceding re-
characterization will not be taken into
account for purposes of determining
the IRA owner’s taxable conversion
amount, and the IRA owner’s taxable
conversion amount will be based on the
last reconversion that was not an ex-
cess reconversion (unless, after the ex-
cess reconversion, the amount is trans-
ferred back to a traditional IRA by
means of a recharacterization). An ex-
cess reconversion will otherwise be
treated as a valid reconversion.

(3) For purposes of this paragraph (b),
any reconversion that an IRA owner
made before November 1, 1998 will not
be treated as an excess reconversion
and will not be taken into account in
determining whether any later recon-
version is an excess reconversion.

(c) In determining the portion of any
amount held in a Roth IRA or a tradi-
tional IRA that an IRA owner may not
reconvert under this A-9, any amount
previously converted (or reconverted)
is adjusted for subsequent net income
thereon.
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Q-10. Are there examples to illustrate
the rules in this section?

A-10. The rules in this section are il-
lustrated by the following examples:

Example 1. In 1998, Individual C converts
the entire amount in his traditional IRA to
a Roth IRA. Individual C thereafter deter-
mines that his modified AGI for 1998 exceed-
ed $100,000 so that he was ineligible to have
made a conversion in that year. Accordingly,
prior to the due date (plus extensions) for fil-
ing the individual’s Federal income tax re-
turn for 1998, he decides to recharacterize the
conversion contribution. He instructs the
trustee of the Roth IRA (FIRST IRA) to
transfer in a trustee-to-trustee transfer the
amount of the contribution, plus net income,
to the trustee of a new traditional IRA (SEC-
OND IRA). The individual notifies the trust-
ee of the FIRST IRA and the trustee of the
SECOND IRA that he is recharacterizing his
IRA contribution (and provides the other in-
formation described in A-6 of this section).
On the individual’s Federal income tax re-
turn for 1998, he treats the original amount
of the conversion as having been contributed
to the SECOND IRA and not the Roth IRA.
As a result, for Federal tax purposes, the
contribution is treated as having been made
to the SECOND IRA and not to the Roth
IRA. The result would be the same if the
conversion amount had been transferred in a
tax-free transfer to another Roth IRA prior
to the recharacterization.

Example 2. In 1998, an individual makes a
$2,000 regular contribution for 1998 to his tra-
ditional IRA (FIRST IRA). Prior to the due
date (plus extensions) for filing the individ-
ual’s Federal income tax return for 1998, he
decides that he would prefer to contribute to
a Roth IRA instead. The individual instructs
the trustee of the FIRST IRA to transfer in
a trustee-to-trustee transfer the amount of
the contribution, plus attributable net in-
come, to the trustee of a Roth TRA (SECOND
IRA). The individual notifies the trustee of
the FIRST IRA and the trustee of the SEC-
OND IRA that he is recharacterizing his
$2,000 contribution for 1998 (and provides the
other information described in A-6 of this
section). On the individual’s Federal income
tax return for 1998, he treats the $2,000 as
having been contributed to the Roth IRA for
1998 and not to the traditional TRA. As a re-
sult, for Federal tax purposes, the contribu-
tion is treated as having been made to the
Roth TRA for 1998 and not to the traditional
IRA. The result would be the same if the
conversion amount had been transferred in a
tax-free transfer to another traditional IRA
prior to the recharacterization.

Example 3. The facts are the same as in Ex-
ample 2, except that the $2,000 regular con-
tribution is initially made to a Roth IRA and
the recharacterizing transfer is made to a
traditional TRA. On the individual’s Federal
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income tax return for 1998, he treats the
$2,000 as having been contributed to the tra-
ditional IRA for 1998 and not the Roth IRA.
As a result, for Federal tax purposes, the
contribution is treated as having been made
to the traditional IRA for 1998 and not the
Roth IRA. The result would be the same if
the contribution had been transferred in a
tax-free transfer to another Roth IRA prior
to the recharacterization, except that the
only Roth IRA trustee the individual must
notify is the one actually making the re-
characterization transfer.

Example 4. In 1998, an individual receives a
distribution from traditional TRA 1 and con-
tributes the entire amount to traditional
IRA 2 in a rollover contribution described in
section 408(d)(3). In this case, the individual
cannot elect to recharacterize the contribu-
tion by transferring the contribution
amount, plus net income, to a Roth IRA, be-
cause an amount contributed to an IRA in a
tax-free transfer cannot be recharacterized.
However, the individual may convert (other
than by recharacterization) the amount in
traditional IRA 2 to a Roth IRA at any time,
provided the requirements of §1.408A-4 A-1
are satisfied.

[T.D. 8816, 64 FR 5605, Feb. 4, 1999]

§1.408A-6 Distributions.

This section sets forth the following
questions and answers that provide
rules regarding distributions from
Roth IRAs:

Q-1. How are distributions from Roth
IRAs taxed?

A-1. (a) The taxability of a distribu-
tion from a Roth IRA generally de-
pends on whether or not the distribu-
tion is a qualified distribution. This A-
1 provides rules for qualified distribu-
tions and certain other nontaxable dis-
tributions. A-4 of this section provides
rules for the taxability of distributions
that are not qualified distributions.

(b) A distribution from a Roth IRA is
not includible in the owner’s gross in-
come if it is a qualified distribution or
to the extent that it is a return of the
owner’s contributions to the Roth IRA
(determined in accordance with A-8 of
this section). A qualified distribution is
one that is both—

(1) Made after a 5-taxable-year period
(defined in A-2 of this section); and

(2) Made on or after the date on
which the owner attains age 59%, made
to a beneficiary or the estate of the
owner on or after the date of the own-
er’s death, attributable to the owner’s
being disabled within the meaning of
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section 72(m)(7), or to which section
72(t)(2)(F) applies (exception for first-
time home purchase).

(¢) An amount distributed from a
Roth IRA will not be included in gross
income to the extent it is rolled over to
another Roth IRA on a tax-free basis
under the rules of sections 408(d)(3) and
408A(e).

(d) Contributions that are returned
to the Roth IRA owner in accordance
with section 408(d)(4) (corrective dis-
tributions) are not includible in gross
income, but any net income required to
be distributed under section 408(d)(4)
together with the contributions is in-
cludible in gross income for the taxable
year in which the contributions were
made.

Q-2. When does the b-taxable-year pe-
riod described in A-1 of this section (re-
lating to qualified distributions) begin
and end?

A-2. The b5-taxable-year period de-
scribed in A-1 of this section begins on
the first day of the individual’s taxable
year for which the first regular con-
tribution is made to any Roth IRA of
the individual or, if earlier, the first
day of the individual’s taxable year in
which the first conversion contribution
is made to any Roth IRA of the indi-
vidual. The 5-taxable-year period ends
on the last day of the individual’s fifth
consecutive taxable year beginning
with the taxable year described in the
preceding sentence. For example, if an
individual whose taxable year is the
calendar year makes a first-time reg-
ular Roth IRA contribution any time
between January 1, 1998, and April 15,
1999, for 1998, the 5-taxable-year period
begins on January 1, 1998. Thus, each
Roth IRA owner has only one 5-tax-
able-year period described in A-1 of
this section for all the Roth IRAs of
which he or she is the owner. Further,
because of the requirement of the 5-
taxable-year period, no qualified dis-
tributions can occur before taxable
years beginning in 2003. For purposes of
this A-2, the amount of any contribu-
tion distributed as a corrective dis-
tribution under A-1(d) of this section is
treated as if it was never contributed.

Q-3. If a distribution is made to an
individual who is the sole beneficiary
of his or her deceased spouse’s Roth
IRA and the individual is treating the
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